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Earlier conceptualisations of the National Innovation System approach began in the late 
80s  throughout  the  90s  by  several  scholars  like  Freeman  (1987),  Lundvall  (1992), 
Nelson (1993). NIS is nowadays one of the most widespread tools of the analysis of 
factors influencing the creation, diffusion and adoption of innovations. Innovation is 
often more seen as the main driver for growth within economic and social systems. 
According  to  Dosi  “…  innovation  concerns  the  search  for,  and  the  discovery, 
experimentation, development, and adoption of new products, new production processes 
and new organizational set-ups” (Dosi, 1988, p. 222). Although many definitions of 
national  innovation  systems  were  developed  in  academic  literature,  within  the 
framework of this research we will follow the ones proposed by Nelson. Nelson defines 
national innovation system as “... a set of institutions whose interactions determine the 
innovative performance ... of national firms” (Nelson, 1993). It is, however, important 
to point out that this approach sets the basis upon which modern innovation policy is 
developed and implemented.  
 
Up  to  the  1980s,  the  Soviet  Union  was  amongst  the  leaders  of  world  science,  The 
Union’s  performance  was  due  in  large  part  to  its  heavy  involvement  in  military 
programmes.  During  the  Soviet era,  the  national  innovation  system  of  Ukraine  was 
somehow  integrated  within  the  Soviet  Union’s  system  of  innovation,  though  each 
republic had their production, research and development specialisation. According to 
Terekhov, there were only two national systems, the Russian and Ukrainian that were 
capable of carrying out full-scale research and train highly qualified personnel in all 
research fields (Terekhov, 1994, p. 149).  
 
Over last decades science and technology sectors of Ukraine underwent considerable 
changes  in  the  bid  to  reallocate  its  scientific  resources  away  from  military  towards 
civilian goals and to develop its internal capacity to foster innovations. Certainly, there 
is the national innovation system in Ukraine, however featured misplaced elements and 
links  (Martovoy  and  Gagliardi,  2010).  Ukrainian’s  NIS  failure  reflects  in  the  poor 
innovation performance of national firms. In the past two decades it became apparent 
that macroeconomic conditions and taxation are among the most important framework 
conditions which affected negatively the innovation performance of Ukraine. 
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The  purpose  of  our  research  is  to  explore  these  two  framework  conditions  of  the 





After the proclamation of independence in 1991 it was convinced that Ukraine, being 
endowed with bountiful natural resources, developed human capital and extend network 
of infrastructure, would carry out the transition from a planned to a market economy 
smoothly  and  would  join  the  group  of  developed  countries  within  5  and  10  years. 
Nevertheless the actual performance of Ukraine during the transition featured a strong 
negative performance in all spheres of economic and social life. In 2000, Ukrainian 
GDP had fallen to 38.4% of the GDP level of year 1990 (Figure 1). This was one of the 
most extreme performance among all transition countries, to the point that today the 
country  still  lags  behind  its  pre-independence  performance  and  the  estimates  for 
catching up to the GDP level of the Soviet era are not clear-cut. 
 
 
Figure 1. Real GDP in Ukraine, 1991-2008 (in output terms, 1990=100%) 
Source: Compiled from the State Statistics Committee of Ukraine, http://www.ukrstat.gov.ua 
 
The world financial and economic recession that unfolded in 2008, has led to further 
deep economic crisis in Ukraine. The country lost 15.1% of its GDP and continues to 
struggle for external financing. In 2009 Ukraine was one of the five CIS net creditor 
countries. As seen from the Table 1 Ukraine in 2009 was featured by negative extremes 
in both real GDP and CPI Inflation (15.9%). 
 
Table 1 





Real GDP growth, %  CPI Inflation, % 











































Belarus  10.0  8.6  10.2  0.2  7.2  7  8.4  14.8  13  7.3 
Bosnia and  
   Herzegovina 
6.1  6.1  5.7  –3.1  0.5  6.1  1.5  7.4  -0.4  2.4 
Croatia  4.7  5.5  2.4  –5.8  –1.5  3.2  2.9  6.1  2.4  1.9 
Macedonia, FYR  3.9  6.1  5.0  –0.8  1.2  3.2  2.3  8.3  -0.8  1.9 
Moldova  4.8  3  7.2  –6.5  3.2  12.7  12.4  12.7  0.0  7.4 
Russia  8.2  8.5  5.2  –7.9  4.0  9.7  9  14.1  11.7  9.9 
Serbia  5.2  6.9  5.5  -3.0  1.5  12.7  6.5  11.7  9.9  6.6 
Turkey  6.9  4.7  0.7  –4.7  7.8  9.6  8.8  10.4  6.3  8.7 
Ukraine  7.3  7.9  2.1  -15.1  3.7  9.1  12.8  25.2  15.9  9.8 
Source: IMF (2010), World Economic Outlook 
Note: Data on 2010 are projections. 
 
The  world  recession  pulled  back  economic  development  of  Ukraine  to  2005-2006 
levels. IMF argues that recovery from the recession will be difficult for Ukraine, the 
country will need several more years to catch the GDP level of 2008. However, after the 
Presidential elections held in 2010 positive signs of economic growth emerged with the 




Tax  regulations  is  the  forth  by  severity  problematic  factor  (after  policy  instability, 
access to finance and corruption) that hampers businesses in Ukraine (World Economic 
Forum, 2009). The total tax levy of 60.3% is among the highest in the world (World 
Economic Forum, 2008) and a simplified tax system - with the introduction of a flat 
personal income tax, simplification and reduction of corporate profit tax (25%) as well 
as single tax of small business (6% of sales without VAT or 10% of sales with VAT) 
and fixed tax for entrepreneurs (natural persons) – has been swiftly implemented.  
 
Unfortunately,  most  of  the  tax  privileges  for  innovation  activity  have  not  yet  been 
implemented although they have already passed through the Ukrainian parliament. Such 
privileges includes the following: 50% VAT reduction on innovation related production, 
50% tax on profit reduction from sales of innovative products, accelerated depreciation 
rates  for  new  investments,  50%  land  tax  reduction  for  companies  with  registered 
innovation projects. A further measure, introduced in 2004 to support innovation, was to 
allocate 10% of the privatisation funds to existing state owned enterprises in aerospace 
industry (Yegorov et al., 2007). The innovation – tax – reform has been put on hold due 
to the law on State Budget that each year has been blocking the implementation of these 
measures in expectation of poor fiscal revenue. . 
 
The new bill on Tax Code is under the discussion in Parliament at the moment, although 
the first impression is far from being positive. 
 
To follow-on on the tax system, a further concern for businesses is the time necessary 
for a company to prepare and file income tax report. According to the Doing Business 
Report of the World Bank, it takes a typical company 2085 hours to oblige to its fiscal 




Both  macroeconomic  conditions  and  taxation  are  not  favourable  for  innovations  in 
Ukraine. Granting tax privileges to both small and medium sized and large companies 
are not seen by the Ukrainian Government as a source of economic growth rather than 
uncollected state budget income. 
 
Macroeconomic stabilisation and decrease of inflation rates should be among the main 
concerns  for  the  Ukrainian  Government  in  establishing  acceptable  framework 
conditions for innovations.  Enforcement of laws in the innovation sphere which are 
currently  blocked  by  existing  legal  regulations,  introduction  of  indirect  stimuli  for 
innovation  activity,  development  of  innovation-related  legal  framework  and 
simplification  of  tax  reporting  procedures  are  other  important  measures  to  foster 
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